INTRODUCTION
A long established recipient of FDI, Portugal has all the characteristics of a small open economy of recent industrialisation. In 1960 Portugal became a member of EFTA and industrialisation was finally made a policy objective putting an end to several decades of restrictions to foreign and domestic investment. EFTA membership represented a radical change in the country's geopolitical orientation. For the first time in its 850 years as an independent nation, Portugal was engaged in a process of integration in Europe. The collapse of economic relations with Africa after the independence of the colonies, in 1975, only consolidated this trend.
FDI flows can also be said to be characteristic of a recently industrialised nation, albeit one fast approaching a stage of development close to that of the most developed countries (Buckley and Castro, 1998a) . During the 1960s and early 1970s, FDI inflows averaged 0.5/0.6 per cent of GDP, but were reduced to about half that value in the years that followed the 1974 democratic revolution. They picked up again after 1980, to reach the highest values ever in the late 1980s and early 1990s (Figure 16 .1 ). Membership of the European Union, in 1986, certainly helps to explain this evolution.
In recent years, however, the flows decreased sharply and in 1999 registered the lowest level since the 1950s. The average flows of the 1990s were much lower than those in other countries of similar or smaller size, such as The Netherlands, Belgium, Ireland or Sweden (OECD, 1997). Buckley and Castro (1998b, c) suggested that the end of the cold war was part of the explanation. Portugal lost much of its attractiveness as a low cost location, which may have been amplified by its small domestic market if compared with some of the emerging markets in Central and Eastern Europe.
Given that this chapter is centred on manufacturing and commercial firms, it is important to add a brief note on the industry distribution of FDI. According to Banco de Portugal (1998b, p. 28) , the manufacturing industries represented in 1996 about one third of the stock of inward FDI in Portugal, while commerce was In terms of the distribution of the stock of manufacturing FDI (Figure 16. 3), transport equipment and electric machinery concentrated, in 1996, respectively, 19 per cent and 17 per cent of the stock of manufacturing FDI in Portugal. Forest products, chemicals, and food and beverages were the other industries with a share above 10 per cent. This distribution confirms that inward FDI is in Portugal essentially concentrated in capital intensive industries. Gon~alves and Guimaraes
